ST 99-0303-G L 10/06/1999 TELECOMMUNI CATI ONS EXCI SE TAX

This letter describes the application of Tel econmunications Excise Tax and
Tel ecommuni cati ons Muinicipal Infrastructure Mintenance Fees to prepaid
phone cards. See 86 IIl. Adm Code 495.110. (This is a dL).

Cct ober 6, 1999

Dear XXXxX:

This letter is in response to your letter dated August 10, 1999. The
nature of your letter and the information you have provided require that we
respond with a General Information Letter, which is designed to provide general
information, is not a statenment of Departnent policy and is not binding on the
Departnent. See 2 I1l. Adm Code 1200.120(b) and (c), encl osed.

In your letter, you have stated and nmade inquiry as follows:

| amwiting you per PERSON at DOR | spoke to PERSON on August 10,
1999. He relayed to nme the disposition of PPCs with regard to the
I MF. | requested sonmething in witing. He stated that | would have
to wite to this departnment. Hence, | am doing so. M exact Query(s)

is (are) this:

1. Are Prepaid Phone Cards assessed and/or |evied the | M?

2. If the answer to (1) is yes, then at what point are they
assessed? (Point of ‘sale’ or Point of ‘use )?

3. If at Point of ‘sale’, at what point of sale? (Telecom provider

to Phone card conpany?, Phone card conpany to Retail vendor or
Retail vendor to Individual end-user)?

4. If at Point of ‘use’, who is the liable party to pay, collect and
remt the fee?
5. If at Point of ‘use’, is the taxes then wapped into the card

al ready? O how would the tel ecom provider pass on the taxes to
the end-user, if the end-user has already bought the card and is
now gone?

I thank you in advance for your pronpt attention and consideration to
this matter.

W are answering your letter under the assunption that the term “IM
referenced in your letter stands for Tel ecommuni cations Infrastructure
Mai nt enance Fee. The Tel ecomuni cations Minicipal Infrastructure Mintenance Fee
Act (35 ILCS 635/1 et seq.), effective January 1, 1998, provides for the
i mposition of various fees upon tel ecomunications retailers. Section 15 of the
Act inposes a State infrastructure nmaintenance fee wupon teleconmmunications
retailers "equal to 0.5% of all gross charges charged by the tel econmunications
retailer to service addresses in this State for teleconmunications, other than
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wireless telecomunications, originating or received in this State." (35 ILCS
635/ 15(b)) Section 15 also provides for an optional infrastructure nmaintenance
fee which tel econmunications retailers may pay "with respect to the gross charges
charged by the telecommunications retailer to service addresses in a particular
municipality for telecomunications, other than wreless telecomunications,
originating or received in the nunicipality...." (35 ILCS 635/15(c)). These
fees are collected, enforced and admnistered by the Illinois Departnment of
Revenue. (35 ILCS 635/25(b)).

As we noted in our previous letter to you dated August 27, 1999, the
application of the Tel econmunicati ons Minicipal Infrastructure Mintenance Fee is
simlar to the application of Telecomrunications Excise Tax when prepaid phone
cards are involved. Retailers who purchase telephone cards from tel ephone
service providers and then resell the cards to custoners for marked-up prices are
not responsible for collecting and remtting the Tel econmunications Excise Tax
from the custoners. The excise tax is incurred at the tinme the
tel ecommuni cations originate or are received in a taxable manner, and the anount
of telecomunications charges for which the cards are redeened by the tel ephone
service providers should include any anount of Tel ecommunications Excise Tax and
Tel ecommuni cati ons Municipal Infrastructure Mintenance Fee incurred. The
tel ephone service providers charge the phone calls and the tax against the
bal ance of the cards, as they are responsible for collecting and remtting the
t ax. Under this scenario, the Telecomrunications Minicipal I nfrastructure
Mai nt enance Fee Act which provides for the inposition of various fees upon
tel ecommuni cations retailers would not be applicable to the sale of cards by
retailers.

On the other hand, retailers that purchase telecomunications units from
tel ephone service providers and sell them at retail to their custonmers present
situations simlar to hotels that sell tel ecommunications services. See 86 |1
Adm Code 495.110, encl osed. In these cases the retailers would be required to
regi ster as teleconmunications retailers and collect and remt Tel econmunications
Exci se Tax. The tax base would be the anpbunts charged to card purchasers for the
t axabl e services subsequently provided (i.e. calls that originate or termnate in

I11inois). VWhen such cards are sold in Illinois, the Departnent presunes calls
will originate or termnate in this State. Retailers have the burden to
establish that charges are exenpt from the Tel ecommunications Excise Tax. The
only way to docunent this would be through records of the tel ephone service
provi ders. Therefore, as a practical matter, because retailers will not know
when sales are made what taxable services cardholders w il |ater consune,
retailers should charge the tax on the full sales prices of the cards. Under

this scenario, the Tel econmunications Minicipal Infrastructure M ntenance Fee
Act which provides for the inposition of various fees upon telecomunications
retailers would be applicable to sales nade by retailers.

For specific information regarding these issues in reference to Minicipal
Tel ecommuni cati ons Infrastructure Mi ntenance Fees, we recomrend that you contact
the nmunicipalities that have inposed those fees.
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I hope this information is helpful. The Department of Revenue maintains a
Web site, which can be accessed at ww. revenue.state.il . us. If you have further
guestions related to the Illinois sales tax |aws, please contact the Departnent's

Taxpayer Information Division at (217) 782-3336.

If you are not under audit and you wish to obtain a binding Private Letter
Rul i ng regardi ng your factual situation, please submt all of the information set
out initens 1 through 8 of the enclosed copy of Section 1200.110(b).

Very truly yours,

Terry D. Charlton
Associ at e Counsel

TDC: nsk
Enc.



